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BACKGROUND OF THE INVENTION 



Wealthy people have had investment advisers and other professionals to assist them in managing their 
assets, and have relied on them for information and advice as to how and where to invest in order to achieve 

5 their financial goals. These professionals not only have access to specialized information about different types 
of investments with their respective risks and advantages, but also have training in how to evaluate an invest- 
or's particular financial circumstances and how to best tailor an investment strategy to meet individual financial 
needs. The professional would assist an investor by determining a well-structured asset allocation strategy, 
in which the investor's financial assets are allocated among a variety of different possible investments, such 

10 as stocks, bonds, mutual funds of various types, etc. However, it can require a significant amount of time to 
gather information and evaluate it in order to recommend such an allocation. 

Those professionals having a proven record of success are, of course, highly sought after, and the average 
investor is generally unable to obtain or afford the personal attention of a successful professional manager. 
Thus, it has previously been difficult for the average investor to obtain the type of personalized investment 

15 counseling from a top professional that he might desire. 

With the advent of computer-based financial management services, it has become possible to input in- 
formation as to an individual investor's financial position and to run an asset allocation program. However, when 
dealing with large numbers of individual investors, it becomes cumbersome and prohibitively expensive to gath- 
er and process lengthy and highly detailed financial information. In other words, if many average investors wish 

20 to obtain computer-based investment advice, the program must be designed such that it is available at a rea- 
sonable price to the individuals. The amount of information must be limited, and hence the choice of what ques- 
tions to ask is important. In addition the type of questions must be comprehensible to a unsophisticated or in- 
experienced investor who may be unfamiliar with different types of investments, not to mention the details of 
any investments he may already hold. 

25 Therefore, it is essential that the information obtained from the individual investor be carefully selected to 
most appropriately categorize hisfinancial position and goals, and that the program to evaluate this information 
be designed to maximize the use of this information and to provide the individual investor with a suitable and 
realistic recommendation for allocation of his assets. 



30 OBJECTS AND SUMMARY OF THE INVENTION 



Accordingly, it is an object of the present invention to provide a computer-based asset allocation service 
that avoids the above-described disadvantages of the prior art. 

It is a further object of the present invention to provide a computer-based asset allocation system that opti- 
35 mizes the type of information required from an individual investor and processed by the system. 

It is a further object of the present invention to provide a data processing system for administering a pro- 
gram to allocate financial assets in response to the optimized information from the individual investor. 

It is yet a further object of the present invention to provide a data processing system for administering a 
program to allocate financial assets that is suitable for the investor's present needs and future financial goals. 
40 In accordance with one aspect of the present invention, a data processing system for administering a pro- 
gram to allocate financial assets by determining a division of the assets among a plurality of instruments com- 
prises first memory means for storing investment data defining a plurality of investments, second memory 
means for storing category data defining a plurality of investment categories, each investment category cor- 
responding to at least one of the investments, input means for inputting questionnaire data including an invest- 
45 or's financial assets data, financial goal data and risk tolerance data (primarily in regard to an ability to bear 
risk of loss of investment principal), allocation means for allocating the financial assets to a suitable one of the 
investment categories in dependence on the questionnaire data, and output means for outputting a report in- 
cluding the suitable investment category and the at least one investment corresponding thereto. 

These and other objects, aspects and features of the present invention will be understood from the fol- 
so lowing detailed description of a preferred embodiment thereof, taken in combination with the following draw- 
ings. 



BRIEF DESCRIPTION OF THE DRAWINGS 



55 Fig. 1 is a block diagram of a data processing system in accordance with the present invention; 

Fig. 2 is a flowchart of an overall data processing method in accordance with a preferred embodiment of 
the present invention; 

Fig. 3 is a detailed flowchart of a first portion of the flowchart of Fig. 2; and 

2 
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Figs. 4A-4F are, in combination, a detailed flowchart of a second portion of the flowchart of Fig. 2. 
DETAILED DESCRIPTION OF THE PREFERRED EMBODIMENT 

5 

A summary of the basic method underlying the system is as follows. Investors (and potential investors) 
must complete all of the questions in the allocation questionnaire. The questionnaire generally measures an 
investor's current financial situation, financial needs and goals, and risk tolerance. The data is input and is 
then processed by a computer program, and the allocation recommendation is generated directly from the pro- 
10 gram. A preferred embodiment of the questionnaire is attached at the end of the present specification. 

The program gives various weights to each of the answers provided by an investor, and in combination 
with certain other evaluations, produces the allocation recommendation. There is no further human evaluation 
of the data unless the program itself defaults in the analysis because of an improperly completed questionnaire 
or if the investor himself indicates that human evaluation is required (see Question 19). 
15 The recommendation is provided to the investor in a lengthy response letter which explains the rationale 

underlying the recommendation, and suggests specific relevant mutual funds for investment based on the al- 
location. The recommendation consists of percentage ranges in which the investorshould be invested in equity, 
income, and money market investments. A document summarizing the investor's answers provided on the 
questionnaire will accompany the response letter. The investor will be asked to review the document to insure 
20 that his recommendation is based on accurate information. 

The preferred embodiment of the system in accordance with the present invention uses the questionnaire 
information to assign the investor to one of 17 categories in dependence on his financial status, goals and risk 
tolerance. These categories and the allocation recommendations may be summarized as follows: 

25 Categories 

1 . Maximum Safety and Stability (all in high grade short-term investments) 

2. Maximum Stability (all in money market investments) 

3. Stability (most in money market investments, some in bond funds) 

30 4. Stability and Income (low risk) (portion in money market investments, a portion in bond funds) 

5. Income (low risk) (most in bonds or bond funds, a portion in money market investments) 

6. Stability (most in money market investments, some in bond or other income investments) 

7. Stability and Income (small amount in equity growth assets, a portion in money market investments, a 
portion in bond or other income investments) 

35 8. Income (small amount in equity or growth assets, a portion in bond funds and other income investments, 
smaller allocation to money market investments) 
9. Stability and Secondary Goal of Growth (moderate in equities with extended period investment, the rest 
with higher allocation to money market funds and smaller allocation to bond funds or other income in- 
vestments) 

40 10. Balance Among Stability, Income and Growth (moderate in equities with extended period investment, 
a portion in money market funds, a portion in bond funds or other income investments) 

11 . Income and Secondary Goal of Growth (moderate in equities with extended period investment, alloca- 
tion to bond funds or other income investments, a portion in money market funds) 

12. Income, Stability and Growth (low risk) (portion in growth as strategic investment, a portion in income 
45 investments, a portion in money markets) 

13. Income and Growth (low-medium risk) (portion in growth as strategic investment, portion in income in- 
vestments, a smaller portion in money markets) 

14. Growth and Secondary Goals of Income and Stability (a smaller portion in growth as strategic invest- 
ment, a portion in income investments, a smaller portion in money markets) 

so 15. Growth and Income (a portion in growth as strategic investment, a portion in income investments, a 
smaller portion in money markets) 

16. Growth (higher allocation to equity investments with smaller allocations to income and money market 
instruments) 

17. Growth (higher allocation to equity investments with opportunity, money market instruments as cash 
55 reserve) 

It will be seen thatthe categories described above correspond to a continuum of allocation proposals based 
upon the investors ability and willingness to accept risk in order to achieve his goals, and the lines dividing 
the categories can vary in dependence on changing economic conditions. It will also be apparent that the par- 
ticular investments recommended for investment within the growth, income and money market areas will vary 
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as they become available, but that the riskier/higher return investments will be increased as the category in- 
creases. 

The logic structure underlying the asset allocation system is a follows. First , an investor's "dedicated re- 

5 serve" is established. The "dedicated reserve" feature of the system generally refers to the amount of money 
an investor will need to make certain specific large purchases within the next 10 years including, for example, 
buying a home or paying college tuition. Question 16 of the questionnaire is designed specifically to elicit in- 
formation on the investor's shorter-term financial requirements. Once determined, the investor is advised that 
most or all of this amount should be invested in money markets for safety and liquidity purposes. The "dedicated 

10 reserve" as used herein is unique to the system and is not believed to be an industry-wide concept. 

The dedicated reserve determination is made as follows. If the investor states that such money would be 
needed within 5 years, for example, 100% of this amount would constitute the dedicated reserve. However, if 
this money is needed in 5-10 years, the dedicated reserve would be set at 80-100% of this amount as deter- 
mined by the program based on certain other factors. So, an investor who says in the questionnaire that he 

15 will need to use $20,000 in 3 years for a particular purpose will be advised that this $20,000 should remain 
liquid and be invested in money markets, and this amount will constitute the investor's dedicated reserve. Note 
that an investor who indicates that he has no large, shorter-term expenses upcoming will not have a dedicated 
reserve. After setting the dedicated reserve, the allocation recommendation is made among equity, 
bond/income, and money investments, and is to be applied by the investor to his remaining assets available 

20 for investment 

Secondly , after the investor's dedicated reserve is set, the "equity module" is employed. It determines what 
portion of an investor's remaining assets available for investment should be invested in equities. The decision 
is largely a function of an investor's risk tolerance as stated in the questionnaire. Also, the investor's long-term 
financial needs are considered. For example, the system might suggest that 30-50% of the investor's money 

25 should be in equities. 

Thirdly , after the equity model is executed, the "fixed-income module" allocates the investors remaining 
investment dollars. This decision involves an allocation between bond/income investments and money market 
investments, and is a function of the extent of the investor's need for income coupled with the investor's risk 
tolerance. Generally, the greater the need for income and the higher the risk tolerance expressed, the greater 

30 the allocation to bond/income investments. The fixed income model, for example, might suggest 20-40% be 
invested in bond/income funds and 20-40% in money markets. It is important to remember, though, that the 
dedicated reserve will be added into the money market allocation and will result in a percentage range for mon- 
ey markets which is higher than 20-40% based on the overall assets available for investment. Consequently, 
this would proportionately reduce the overall allocation percentages for equity and income investments. 

35 The system provides for a plurality of investment options or basic allocation "buckets"; however, the use 

of the dedicated reserve feature can result in an infinite number of possibilities. To conclude this example, t he 
following allocation recommendation might be offered in a full response letter: 

a. The $20,000 needed within 2-5 years should be invested in money markets to insure liquidity and the 
ability to meet this short-term obligation and, therefore; 

40 b. Total Assets available for investment should be allocated as follows: 





Equity (Growth) 




24-40% 




Income 




16-32% 


45 


Money Market (including the dedicated reserve) 




36-52% 



Before specific mutual funds are recommended for investment within the specific categories (many, but not 
necessarily all, of the mutual funds may be recommended), an investor's tax situation is considered and the 
investors entire fixed income allocation is made subject to a taxable/tax exempt calculation. (See Question 8 
of the questionnaire). Based thereon, the investor is advised if a taxable or tax-exempt investment is most ap- 
propriate for all or some of his assets earmarked for a fixed income investment. The recommendation is a func- 
tion of the investor's federal tax bracket, or combined federal and state tax bracket, the investor's state of res- 
idence (i.e. whether there is a double tax-free fund for those state residents) and, in certain limited circum- 
stances, the investor's city of residence. 

Ultimately, the specific mutual funds are recommended to the investor in accordance with the recommend- 
ed percentages and tax calculation and in consideration of the degree of risk tolerance expressed by the in- 
vestor in the questionnaire. 

Figure 1 is a block diagram of a data processing system in accordance with a preferred embodiment of 
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the present invention. The system includes an input device 1 by which answers from the questionnaire are in- 
put. Input device 1 is advantageously embodied in a keyboard device, scanner or the like. The data input 
through input device 1 is fed to a digital computer 2, which may be a mainframe computer, personal computer 

5 or the like, that administers the program to allocate the financial assets described in the questionnaire. Com- 
puter 2 includes a central processing unit (CPU) 3 that performs data processing on the input data in accor- 
dance with control programs, including the allocation program. Read-only-memory (ROM) 4 and random-ac- 
cess-memory (RAM) 5 provide storage and work space for CPU 3, and in particular the allocation program 
can be loaded and executed in RAM 5. An external storage device 6, such as a floppy disk, drum etc., stores 

10 data on the available allocation buckets, e.g., data defining the specific funds available for investment, which 
data is retrieved into RAM 5 when necessary. 

When the data from the questionnaire has been processed by CPU 3 to produce either a successful allo- 
cation of assets or to produce any of a variety of error messages and intermediate results, the successful al- 
location result or the error results are output through a printer 7 and/or a display 8, which may be, for example, 

15 a CRT. As described above, the results of a successful allocation are presented in a form of a letter giving a 
detailed report to the individual investor and include a recommendation of asset allocation among the various 
buckets. 

It will be understood, of course, that the system may include a plurality of input devices 1 , storage 6, printers 
7 and displays 8, so that the data may be input and the results output at a plurality of locations. Input device 

20 1 , computer 2, storage 6, printer 7 and display 8 may also form part of a larger local area network or wide area 
network to improve access to the system. 

The system of Figure 1 is designed to store in RAM 5 the advantageous allocation program in accordance 
with the present invention. Aflowchartof the overall allocation program is illustrated in Figure 2. The program 
starts at step S1, in which computer 2 receives the answers to a questionnaire. It will be understood that the 

25 answers to a plurality of questionnaires can be input together, with each questionnaire being processed in se- 
quence. In step S2, the program checks to determine whether the questionnaire is valid or falls into one of a 
number of predetermined exceptions requiring individual consideration. If the questionnaire fits into one of 
these exceptions, the program moves to step S3 to terminate processing as to that questionnaire, which may 
include issuing a preliminary report as to the nature of the exception. Thereafter, the program may return to 

30 step S1 to process another questionnaire, if present. 

However, if the questionnaire is determined to be valid, the program moves from step S2 to step S4 and 
then to step S5 in which the dedicated reserve is calculated, and then in step S6 the remainder for investment 
is calculated. Thereafter, the program moves to step S7 to compute additional scores or weights to be accorded 
various ones of the answers to the questionnaire to properly reflect the interdependence of the answers upon 

35 each other in determining asset allocation. The program in accordance with the present invention provides 
this advantage by assigning an Income Score and a Equity Score in dependence upon the questionnaire in- 
formation, and then adding weights in the form of points to the Income and Equity scores. After the weights 
are computed and added to the Income and Equity scores in step S5, then steps S8, S9 and S10 in sequence 
determine the equity bucket, the fixed income bucket and the taxable/tax free bucket. As explained above, it 

ao is advantageous to determine the buckets in this order so that both short term liquidity needs and long term 
financial goals can be accommodated. Finally, in step S11, the program prepares a report, which is then dis- 
played on display 8 and/or printed at printer 7. Advantageously, the report is in the form of a letter to the indi- 
vidual investor, giving specific dedicated reserve and allocation recommendations, together with an explana- 
tion of the significance of these recommendations. 

45 Figure 3 is a more detailed flowchart of steps S2-S4 of Figure 2. As shown therein, there are various ex- 
ceptions which will require either additional information or clarification from the investor, or which will require 
individual consideration dependent on his particular situation. Thus, if the questionnaire includes incomplete 
questions in step S12, multiple answers in step S13, unsolicited responses in step S14, or is determined to be 
an incorrect questionnaire in step S15, additional information is required from the investor. On the other hand, 

so if the investor identifies himself as not being a U.S. resident in step S16 or as not being an individual in step 
S17, this information will require individual attention. Therefore, if any one of these exceptions is determined, 
the program moves to step S3 to place the questionnaire in the exception pool. However, if no exception exists, 
the program moves to step S4. 

Figures 4A-4F illustrate the rest of the overall control program of Figure 2 from step S5 through step S10 

55 for a 1992 example. As used in the following discussion, the symbol N Q#" will identify the answer to the question 
having the corresponding number in the questionnaire. The major steps are broken down in more detail as 
follows. 

To begin the allocation, first the initial values for the Income and Equity scores are totalled in hundreds 
or less in step S18 (Figure 4A) from points assigned to the questionnaire answers. The program then moves 

5 
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to step S19 to compute the dedicated reserve, if any. That is, in dependence upon the investor's liquidity needs 
and plans, a dedicated reserve may be set aside. This computation is performed in steps S20-S23. Thus, first 
R is computed in step S20 as: 
5 R = (TOTAL Non - IRA ASSETS (Q17 1 - 8)) - (Q16A + QQ16B + (0.80)Q16C) 

The program then checks in step S21 if R/((0.20)Q16(C))S5. If the answer is yes, then in step 522 the dedicated 
reserve is: 

Dedicated Reserve = Q16A+Q16B+(0.80)Q16C. 
On the other hand, if in step S21 the answer is no then in step S23 the dedicated reserve is: 
10 Dedicated Reserve = Q16A+Q16B+Q16C. 

In step S24 the remainder is computed, which is simply TOTAL Non-IRA ASSETS - Dedicated Reserve. 
The program then begins in step S25 the computation of the weights to be assigned to the Income and 
Equity scores, which weights are determined by additional scores added to or subtracted from the Income and 
Equity scores. The procedure is as follows. In step S26 (Figure 4B) the value of X is computed as: 
15 X = ((TOTAL Non - IRA ASSETS) - (Dedicated Reserve) /((Lesser of 1991 and 1992 Income) + Non - Tax- 
able Income) 

where TOTAL Non-IRA ASSETS is the sum of Q17(1)-Q17(8). It will be understood that the incomes are for 
the current year and the previous year, and the questionnaire will be appropriately modified each year. 
In steps S27-S36, the value of X is checked and then different weights are added to Income and Equity 
20 in dependence upon the value of X. Thus, if X is under 0.25 (step S28), 35 points are added to Income and 15 
points to Equity (steps S29 and S30). If X is between 0.26 and 0.50 (step S31), 20 points are added to Income 
and 7 points to Equity (steps S32 and S33). If X is between 0.51 and 1.0 (step S34), 5 points are added to 
Income and no points to Equity (step S35), while if X is greater than 1.0 (step 536), no points are added to 
either Income or Equity. In all four cases, the program then moves to step 537, wherein the value of Y (Stated 
25 Income) is computed as: 

Y = (Lesser of 1991 and 1992 Income) + Non - taxable Income 
The program then begins in step S38 to add points to the Equity Score in dependence upon Y and the 
answers to Questions 11 and 17. Specifically, step S38 implements the following table for calculating the added 
points: If Y is under $20,000, 

30 
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Q17 lines 1-8 Retirement and Non-retirement 



Q11 


$0 - $50M 


$50,001 -$100M 


over$100M 


1 


100 


100 


100 


2 






20 


3 


20 


0 


0 


4 


5 


0 


0 


5 


0 


0 


0 


6 


0 


0 


0 


7 


0 


0 


0 



If Y is $25,001 - $30,000, 
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100 


100 


100 
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25 


15 


15 
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10 
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0 


4 


0 


0 


0 


5 


0 


0 


0 


6 


0 


0 


0 


7 


0 


0 


0 



35 

Step S39 (Figure 4C) checks to see whether a dedicated reserve exists, and if so its value is added to a 
default money market bucket in step S40. The program then moves to step S41 to determine if the investor 
has total assets minus the dedicated reserve less than $10,000. If so, the program forces the investor in cat- 
egory 2 in step 542, adds 300 points to each of the Income and Equity scores in steps S43 and S44, and then 

^ the program moves to step S45 to determine whether the total assets are greater than $50,000. If so, at step 
S46 (Figure 4D) the program determines whether the assets are greater than $1,000,000 dollars. 

If the answer in step S46 is yes, then in step 547 it is checked whether the TOTAL Non-IRA ASSETS are 
greater than $300,000. If the answer in step S47 is yes, then 40 points are subtracted from the Income score 
in step S48 and 30 points subtracted from the Equity score in step S49. If the answer in step S46 is no, then 

^ in step S50 the program checks if the TOTAL Non-IRA ASSETS are greater than $200,000. If the answer is 
yes, 20 points are subtracted from the Income score in step S51 and 15 points are subtracted from the Equity 
score in step S52. This completes the weighting of the Income and Equity scores, and the program then moves 
in all cases to step S53. 

Step S53 determines the equity bucket by the total equity score. As noted above, it is advantageous to 
^ determine the equity bucket before the others, in part because of the increased risk in equity investments. In 
accordance with the preferred embodiments, the system provides 6 equity buckets in dependence on the Equi- 
ty score with dividing or break points at 220, 125, 85, 45 and 33. Within each bucket, the equity allocation will 
be made, for example at 0%, 0-10%, 10-30%, 30-60%, 60-70% and 60-80%. It will be understood, of course, 
that the specific break points and equity allocations are dependent on prevailing economic and market con- 
55 ditions and may vary from year to year or even more frequently. 

In step S54 (Figure 4E), the equity buckets are further broken down into the 1 7 categories (allocation buck- 
ets) in response to both the Income score and equity bucket. Thus, in the first bucket #1, the break points in 
Income score to identify categories 1-5 are 999, 250, 170 and 110, in bucket #2 the break points for categories 
6-8 are 195 and 130, in bucket #3 the break points for categories 9-11 are 110 and 85, in bucket #4 the break 
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point for categories 12 and 13 is 95, in bucket #5 the break point for categories 14 and 15 is 82, and in bucket 
#6 the break point for categories 16 and 17 is 70. As described above in connection with categories 1-17 of 
the preferred embodiment, the determination of the category will, to a large extent, determine which type of 

5 investments are to be recommended and the nature of the particular investments within each type, that is, 
the amount of risk permitted in the investment. 

The remaining steps S55-S69 relate to the calculation of specific percentages for recommendation and 
specific funds that the service has available at the particular time. While these determinations may be useful 
to the investor in providing specific, identifiable proposals, they are of secondary consideration as compared 

10 with the determination of the equity and allocation buckets in steps S53 and S54, which generally identifies 
the type of investments recommended for the particular investor as well as the general proportions of those 
recommended types of investments. 

Thus, in step S55 the percentage allocation for money market or bond/income funds is determined. Step 
S56 checks to see whether a dedicated reserve is required, and if so, in step S57, this amount in default money 

15 market dollars is added back in and the allocation percentages are adjusted to reflect this in step S58. There- 
after, or if there is no dedicated reserve in step 556, the program moves to step S59 (Figure 4F) to make specific 
fund recommendations by category. Thus, to determine the money market and bond recommendation, the pro- 
gram moves to step S60 and in step S61 determines whether tax exempt investments would be of use, relying 
on the answer to Question 10. If the answer in step S61 is no, default taxable funds are obtained in step S62. 

20 If the answer is yes, default tax exempt funds are obtained in step S63 and alternative taxable funds are ob- 
tainable in step S64. As explained above, the specific recommendations on funds will depend upon which in- 
vestments are available at any particular time. In both cases, a successful allocation here of money market 
and bond investments is indicated at step S65. 

On the other hand, to recommend specific funds in the growth area, the program moves from step S59 

25 to step S66 and in step S67 determines whether the investor has been assigned any of categories 14-17. This 
occurs, as indicated, when the investor has indicated that growth is important and that he is able to tolerate 
medium to high risk. If the answer in step S67 is no, so that the investor is not in this higher risk category, one 
default fund is chosen in step S68. On the other hand, if the investor can tolerate more risk, the program moves 
from step S67 to step S69, wherein three funds of varying and greater risks may be recommended. Again, the 

30 program then moves to step S65 to indicate a successful allocation. It will be understood, of course, that if the 
investor is placed in a category encompassing both money market and bond investments and growth invest- 
ments, the recommendation steps for both types of investments will be followed. 

When the allocation is complete, the system prepares a report, advantageously in the form of a letter to 
the investor. This letter will include not only a discussion of the allocation bucket or category in which the in- 

35 vestor has been placed, together with a recommendation of overall percentages and specific investments, but 
also an explanation of how the investor's risk tolerance indicated by the answers to the questionnaire has been 
treated. Thus, the letter will advantageously identify the investor as one who can or should take a certain 
amount of risk or who can or should look for stability, income or growth in different proportions. 

For the reasons discussed above, the following three aspects of the system according to the present in- 

40 vention are particularly advantageous. 

1 . The Asset Allocation Model . The logic structure in first setting the dedicated reserve, and then executing, 
in order, the equity module, the fixed income module, and the taxable/tax-free module is an advantageous 
method for evaluating the data obtained and producing an asset allocation recommendation. Particularly, 
advantageous is the treatment of an investor's short-term financial needs through the dedicated reserve 

45 feature. When the data obtained is incorporated in the model, a sound, reasonably prudent allocation rec- 
ommendation is produced. 

2. The Questionnaire. The profile questions contained in the questionnaire provide a better way of surfac- 
ing an investor's actual tolerance for risk with regard to his investments. Existing prior art is much less so- 
phisticated in both this regard and in offering very specific, tailored, allocation recommendations. The 

50 questionnaire generates the kind of precise data needed to produce the most appropriate recommendation 
for each investor. The nuances of the profile questions and the weight afforded them are a significant as- 
pect of the system. 

3. Suitability . The rules of the National Association of Securities Dealers, Inc. (the "NASD") require that 
investment recommendations made to customers be "suitable" for such customer. Specifically, the rule 

55 reads as follows: 

In recommending to a customer the purchase, sale or exchange of any security, a member shall have 
reasonable grounds for believing that the recommendation is suitable for such customer upon the basis of the 
facts, if any, disclosed by such customer as to his other security holdings and as to his financial situation and 
needs. 



8 



EP 0 572 281 A1 



In creating the present system, meeting NASD suitability standards was a significant concern. The system 
is believed to comply with NASD suitability requirements in regard to individual investors, primarily because 
the depth of the questions listed in the questionnaire elicits a most accurate picture of the investor's current 
financial situation, as well as his risk tolerance. Based on the information obtained, the investment recommen- 
dations given are believed surely to be suitable for the investor. 

While the present specification has described a preferred embodiment of the invention, it will be apparent 
that many modifications may be made without departing from the spirit and scope of the invention, which is 
to be determined from the appended claims. 

OUESTTONN A TR F f 

1, Age: _ 18-29 _ 30-44 _ 45-54 _ 55-64 _ 65-75 _ Over 75 

2, A Family status: Single Married 

B Number of Children: none one two to three four or more 

3. Employment status: _ Full-time Employed Not Employed 
_ Part-time Employed Self-Employed _ Retired 

4. Number of Years to Retirement: _ 0-5 (includes already retired) 
_ 6-9 _ 10-14 _ 15 plus 



INVESTMENT PROFILE 

5, Choose the one that best describes your investment philosophy: 

I am conservative. I understand that a conservative approach may limit 

growth of principal in order to reduce risk of loss. 
_ I prefer investments that entail an average level of risk to principal in the 

pursuit of asset growth. 
_ I prefer aggressive investments which entail higher than average risk of loss 

of principal in the pursuit of high asset growth. 

6. To what degree is the main purpose of your investment portfolio to provide 
current income to cover living and other expenses? 

_ Extremely high _ High _ Moderately high 
_ Low Inapplicable 

7/ It is often possible to receive higher income by taking a greater risk of loss of 
principal. Given that trade-off, how much risk of losing some of your money are 
you willing to assume to obtain higher income? 

Maximum income/Substantial risk Not applicable-Income 

High income/Some risk is not an important goal 

Moderate income/Reduced risk 

Reduced income/Minimum risk 
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8. In order to assist us in determining which types of investments are right for 
you, including whether tax exempt products would be useful, please provide the 
following information. 

A Your filing status 

Single Return _ Joint Return Head of Household Return 

Married Filing Separately Return 

B Your annual Federal taxable income of 1991. This figure appears on your 
1991 Federal Tax Return Form 1040 (line 37), Form 1040A Cine 22), or 

Form 1040EZ (Hne 5). $ If not readily available, please provide 

an estimate. 

C If you have a substantial amount of annual income that is not taxable, please 
provide us with an estimate of that amount. (Exclude one-time income 
sources.) S . 

D Your estimate of what your Federal taxable income will be in 1992. 
$ . 

9. A In what state is your investment income taxed? 

(This is normally your place of residence.) 

B Are you a resident of New York City? _ Yes No 

C Are you a resident of Philadelphia? Yes _ No 

D Are you a legal resident of the US? Yes No 

10. Assuming you tax bracket warrants it) do you have any reason why certain 
types of tax exempt investments would not be of use to you (for example, if you 

have margin loans, or if you are subject to Federal Alternative Minimum Tax)? 

Yes _No 

11. What are your approximate net assets (excluding home(s) which you occupy 
regularly, furnishings, automobiles used by you or family members, etc-)? Include 
dollar value of assets in checking and savings accounts, CDs, securities (stocks, 
onds, mutual funds, etc.), and other assets (Including real e£ate) purchased for 
investment purposes, less any debt owned* (Special note: If the debt on your 
home exceeds the value of your home, deduct the amount of this excess debt*) 

_ Debt exceeds assets _ SO-S 10,000 _ $L0,001-$25,000 
_ $25,001-$50 I 000 _ $50,001~$100,000 

$100,000-5250, 000 _ Over $250,000 
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12. Is the total amount of the debts that you currently owe excessive enought to 
make you very vulnerable to adverse changes in market conditions or personal 
financial circunstances? 

_ Yes _ No 

13. Over the next 5 years, do you expect your annual income to: 

Increase substantially Increase somewhat Remain constant 

Decrease somewhat Decrease substantially 

14. Over the next 5 years, do you expect your annual spending to; 

Increase substantially _ Increase somewhat Remain constant 

_ Decrease somewhat _ Decrease substantially 

15. What portion of your annual income are you able to save for investment 
purposes? 

_None _l%-3% _4%-7% _ 8%-l0% _ Over 10% 

16. How much of your investment dollars will you need back to cover various 
expenses, e.g. college expenses, home purchase, debt payments, general living 
expenses, or any other purposes, for each of the time periods listed below? (Note: 
Provide a specific dollar amount for each of the time period* Do not express 
amount as a percentage or "per year.") 

Timing $ An^t 

Within 2 years* $ 

2 to 5 years $ 

_ 5 to 10 years $ 



* 



Please include the amount of all debt payable on demand, such as margin debt, as 
investment dollars needed within two years. 
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17. Please provide the dollar amount for the investments you currently have. 

Non-Retirement Retirement Account 

Account (IRA, Koegh, 401k, etc.) 

$ Amount $ Amount 

Savings Accourt 

CDS (less than 5 yr maturity) 

CDs (greater than 5 yr maturity) " 

Money Market " 

Income Funds ' 

Bonds ' — — 

Growth or Equity Funds !ZIZZ!!~~"~~ 

Common Stocks IIIZZZZ!^ZZI ~" 

Real Estate (Investment Purposes) 

Commodities & Precious Metals ' 

Collectibles (coins, stamps, etc.) ZZZZIZIZIZ^Z 

Other Income Investments 

Other Growth Investments — — 



18- To help us evaluate your experience in investing over the last 10 years, and 
your comfort level with investments of various types, please complete the chart 
below. 

The amount of experience and knowledge I have in each type of investment 
(Check only one box for each type of investment): 

Little or None Some A Great Deal 

CDs or Savings Accounts 

Money Market Funds or Instruments ~ ~ 

Stock or Equity Funds 

Bonds or Income Funds 

Options or Futures 



19. The information I have provided in this questionnaire is a reasonable picture 
of my financial situation. There are no important facts which would 
invalidate this picture* Correct Incorrect 



Claims 

1 . A data processing system for administering a program to allocate financial assets by determining a division 
of said assets among a plurality of investments, said system comprising: 

first memory means for storing investment data defining a plurality of investments; 

second memory means for storing category data defining a plurality of investment categories, each 
investment category corresponding to at least one of said investments; 
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input means for inputting questionnaire data including an investor's financial asset data, financial 
goal data and risk tolerance data; 

allocation means for allocating said financial assets to a suitable one of said investment categories 
5 in dependence on said questionnaire data; and 

output means for outputting a report including said suitable investment category and said at least 
one investment corresponding thereto. 

2. A system according to Claim 1, wherein each said investment category includes an identification and a 
10 proportional amount of any investment corresponding thereto. 

3. A system according to Claim 1, wherein said output means includes means for formatting a letter ad- 
dressed to the investor that describes said suitable investment category and said at least one investment 
corresponding thereto, and means for printing said letter. 



15 



20 



25 



30 



50 



4. A system according to Claim 1 , wherein said questionnaire data includes present financial need data, and 
wherein said allocation means is responsive to said present financial need data to deduct a dedicated re- 
serve from said financial assets prior to allocation and t hen to allocate a remainder of said financial assets 
to a suitable one of said investment categories. 

5. A system according to Claim 4, wherein said financial need data includes money data and time of need 
data, and wherein said allocation means determines said dedicated reserve in response thereto. 

6. A system according to Claim 4, wherein said allocation means allocates said dedicated reserve to one of 
said investments corresponding to said suitable investment category. 

7. A system according to Claim 1 , wherein said financial asset data includes income data and equity data, 
said allocation means assigning initial income and equity scores in accordance with said income and equi- 
ty data, respectively, and then weighting said initial income and equity scores in response to a combination 
of said income and equity data. 



8. A data processing method for administering a program to allocate financial assets by determining a divi- 
sion of said assets among a plurality of investments, said method comprising: 

storing in first memory means investment data defining a plurality of investments; 
storing in second memory means category data defining a plurality of investment categories, each 
35 investment category corresponding to at least one of said investments; 

inputting questionnaire data including an investor's financial asset data, financial goal data and risk 
tolerance data; 

allocating said financial assets to a suitable one of said investment categories in dependence on 
said questionnaire data; and 

40 outputting a report including said suitable investment category and said at least one investment 

corresponding thereto. 

9. A method according to Claim 8, wherein each said investment category includes an identification and a 
proportional amount of any investment corresponding thereto. 

45 

10. A method according to Claim 8, wherein said output step includes formatting a letter addressed to the 
investor that describes said suitable investment category and said at least one investment corresponding 
thereto, and printing said letter. 

11. A method according to Claim 8, wherein said questionnaire data includes present financial need data and 
wherein said allocation step is responsive to said present financial need data to deduct a dedicated re- 
serve from said financial assets prior to allocation and then to allocate a remainder of said financial assets 
to a suitable one of said investment categories. 

12. A method according to Claim 11 , wherein said financial need data includes money data and time of need 
55 data, and wherein said allocation step determines said dedicated reserve in response thereto. 

13. A method according to Claim 11, wherein said allocation step allocates said dedicated reserve to one of 
said investments corresponding to said suitable investment category. 
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14. A method according to Claim 8, wherein said financial asset data includes income data and equity data, 
said allocation step assigning initial income and equity scores in accordance with said income and equity 
data, respectively, and then weighting said initial income and equity scores in response to a combination 
of said income and equity data. 
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